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ABSTRACT 
The rapidly increasing construction demand in China, particularly spurred by the coming 2008 Beijing Olympic 
Games and the 2010 Shanghai Expo, provides challenging opportunities for overseas construction enterprises. 
Therefore understanding the structure and dynamics of construction industry in China is crucial, particularly the 
potential changes of the market after the China's entry into the World Trade Organization. This paper analyses 
the development of construction economics and institutional regulations in the construction market, and provides 
a comprehensive image on the Chinese construction sector in the global environment. 
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INTRODUCTION 
The construction industry, particularly in the developing countries such as China, plays an important role in 
economic development. The construction sector produces the facilities needed for a large majority of the 
production of goods and services, in which a sizeable proportion of Gross Domestic Product (GDP) is generated 
(Liu et al. 2003). The construction sector also promotes investment through its own activities and generates 
further investment in the broader economy. Previous research proved that the national and regional economic 
development is highly dependent on the constructed facilities (Liu and Itoh 1999). 
With the Chinese market open to the world, the construction sector has also attracted a number of overseas 
enterprises to engage in undertaking construction projects. Several hundred overseas construction enterprises 
from a number of countries and regions are active in construction and related engineering services. The 
construction market in China provides challenging opportunities, and therefore understanding the structure and 
dynamics of construction industry in China is crucial, particularly the potential changes of the market after the 
China's entry into the World Trade Organization (WTO). Globalisation of the Chinese construction market is 
about to restructure the Chinese construction industry and the involved domestic and international construction 
enterprises. The main benefits of globalisation to China are seen as the opportunity for economic and social 
development and higher standards of living through wealth and technology transfer (Najjir et al. 2001). To the 
other side of the overseas construction enterprises, this means that they would have more chances in the 
construction market as leading firms in the international industry are globalising their operations (Industry 
Science Resources 1999b). 
This paper has analysed the development of construction economics and institutional regulations in the 
construction market, particularly the potential changes driven by the WTO entry so as to provide a 
comprehensive image on the Chinese construction sector in the global environment. The rest of this paper is 
organized as follows. In section 2, a detailed analysis was carried out to study the economic growth contributed 
by the construction industry in China. Section 3 describes the participation of overseas construction enterprises 
in the Chinese construction market. Then, the paper focuses onto the changes of construction market after the 
China's WTO entry in section 4. Finally, the fifth section concludes this research. 
ECONOMIC GROWTH AND CONSTRUCTION SECTOR 
Several previous studies found a positive correlation, in a linear or nonlinear relationship, between GDP per 
capita and various measures of construction output (Crosthwaite 2000). The construction industry, particularly in 
the developing countries, is one of the major industrial sectors responsible for stimulating employment 
opportunities and supporting national economic development. The economic development in China in the 1990s 
was rapid and has drawn wide attention in various fields. Table 1 shows the values of the gross product of all 
industries and their annual increasing rates from 1990 to 2000 (National Bureau of Statistical2001a). This table 
also represents the GDP values contributed from the construction sector and their annual increasing rates, and the 
ratios between the GDP values from the construction industry and the whole figures. In order to keep the original 
integrity of data, the Chinese currency in unit of Yuan is used in this paper, and an American or Australian dollar 
is about 8.29 or 4.56 Yuan respectively. The average annual increasing rates of GDP and values from the 
construction sector are 17.55% and 22.4% respectively in the last decade of the past century. It is noticed that the 
annual increasing rates of GDP from 1991 to 1996 were extremely high during this period. In addition, the 
average ratio contributed to GPD from the construction sector is about 6.1 %. 
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Table 1: Economic growth and construction sector's contribution in China 
Gross Domestic Products GDP Contributed by 
Years 
(GDP) Construction Sector 
Increasing Increasing 
Rates (%) Rate (%) 
1990 9.7 8.2 
1991 16.6 18.1 
1992 23.2 39.4 
1993 30.0 61.5 
1994 35.0 31.9 
1995 25.1 26.8 
1996 16.1 18.6 
1997 9.7 6.2 
1998 5.2 8.7 
1999 4.8 4.6 
2000 8.9 8.2 
(Source: National Bureau o/Statistics 2001 a) 
~uring 1993 through 2000, the construction industry in China constituted 6.4-6.7% of the Gross Domestic 
Products. By comparing the annual increasing rates of both GDP, and GOP contributed from construction sector 
as shown in Figure 1, it is obvious that the changing tendencies of both are quite similar over these years. In 
1992 and 1993, the increasing rates ofGDP contributed by the construction sector are relatively larger than the 
increasing rates of the whole GDP. This is because the rapid increase of construction projects, particularly in the 
new Pudong district of Shanghai, attributed to the talks made by the former president at the beginning of 1992 in 
the south of China (Deng 1994). In addition, in 1993 the construction sector in China for the fIrst time 
constituted higher than six percent in GDP and then it maintained a stable ratio. Compared to some countries in 
Asia, this ratio is relatively low (Raftery et al. 1998). As a matter of fact, the Chinese industry, which is also 
called a secondary industry, never contributed a large majority to GOP, and in 2000 it was the fIrst time to 
contribute more than half into GOP. In 1996-1997, the year in which the detailed swvey of the industry was 
conducted, the construction industry in Australia contributed about 6% to GDP (Australian Bureau of Statistics 
1999). In recent years, the amounts of GDP contributed from various sectors have changed obviously. The 
agriculture (primary industry) contribution decreased to the minimum value of 15.9% in 2000, and conversely 
both the industry and the tertiary industry achieved their maximum percentages in GDP of 50.9% and 33.2%, 
respectively. 
Figure 1: Economic development and construction sector's contribution 
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CHINESE CONSTRUCTION MARKET AND COMPETITION OF 
OVERSEAS CONSTRUCTION ENTERPRISES 
Despite the size of the construction market, there has been only a limited number of studies concerned with 
world markets in construction (Crosthwaite 2000). In China, a greater percentage of contracts have been awarded 
using some kind of bidding systems, including public bidding, selective bidding, and negotiation (Industry 
Science Resources 1999a). As far back as 1992, the Ministry of Construction in China constituted Regulations 
for Construction Project Tendering, which requires that construction contracts for all projects invested by 
governments or public-owned enterprises would be awarded through a tendering process, except in special 
projects (Ministry of Construction in China 1992). These regulations were revised and issued as the Regulations 
for Building and Infrastructure Project Tendering in 2001 after the tendering laws were brought into effect in 
2000. The new regulations require that all building and infrastructure projects with contract values higher than 
two million Yuan have to be awarded through a tendering procedure (Ministry of Construction in China 2001). 
In order to attract foreign investment, China is adopting open market policies and foreign fIrms are increasing 
their presence in various industries. The Ministry of Construction in China has allowed overseas building and 
infrastructure fIrms to undertake construction projects, and in 1994 issued a QualifIcation CertifIcate of the 
Overseas Contracting Enterprises to guide their operations (Ministry of Construction in China 1994). So far, 
several hundred construction enterprises from a number of countries have been contract to thousands of 
construction projects in China. Table 2 shows the numbers of various types of construction fIrms from each 
country or region, and the numbers and values of their contacted projects in the years of 1998 and 1999, in which 
the detailed data are shown in the China Statistical Yearbook on Construction 2000 (National Bureau of 
Statistical 2001b). A blank cell in the table indicates no such kind of overseas construction enterprises from the 
corresponding country or region. 
Table 2: Overseas construction enterprises and their projects (1998-1999) 
Numbers of Overseas Construction Enterprises Contracts of 
Countries Projects 
and Fitment Value Regions Integrated Civil and Facility L No Enterprise Engineering Decoration Setting (106 Yuan) 
Hong 13 3 38 15 69 209 72,229.4 Kong 
Japan 14 4 18 88 58,506.3 
Singapore 6 2 1 9 19 9,381.9 
Italy 1 7 1 9 10 51,380.2 
France 4 I 5 5 32,019.6 
USA 5 5 9 72,443.9 
Germany 4 1 5 9 36,487.1 
Taiwan 4 1 5 18 15,277.2 
Korea 2 1 3 6 21,152.2 
Macao 1 1 3 1,533.8 
Other 1 3 1 5 7 5,056.9 
Sum 45 20 45 24 134 383 37,546.8 
(Source: National Bureau a/Statistics 2001 b) 
It is clear that about half of the overseas construction :frrms in the mainland of China are from Hong Kong, and 
they also dominate the number of contracted projects. The average number of projects per construction :frrm in 
these two years is near three. Although neither the number of American enterprises nor the number of their 
contracted projects is at the top, the total money value of these contracts is the largest. In 1998 and 1999, there 
were 383 construction projects completed by overseas construction enterprises, 337 projects of those were 
completed by themselves and the other 46 projects were fulfilled by joining with domestic companies. 
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Previously, it seems that the Australian construction enterprises did not express much interest in the Chinese 
construction market. 
Among these 383 projects and their 37.5 billion Yuan of contract values constructed by the overseas enterprises 
in 1998 and 1999, Figure 2 shows their distributions in various kinds of service projects. Although the numbers 
in decoration and facility types are relatively high, the contract amounts in both are rather low compared to the 
integrated service of design and construction. About half of the total contract values are from the construction 
projects. Both the number and values for project management (PM) and "other" are small. 
Figure 2: Numbers and values (l09 Yuan) of projects contracted by overseas enterprises 
18.51 [] Number 
12.34 108 117 104 [] Value 
35 2.38 2.11 13 1.06 1.10 
2 3 4 5 6 
1: Design/Construction 2: Construction 3: PM 
4: Decoration 5: Facility 6: Other 
(Source: National Bureau a/Statistics 2001b) 
Table 3 shows the distributions of construction project contract data in 1998 and 1999 according to the 
investment sources of construction projects, which contain construction projects wholly fmanced by foreign 
investment, construction projects fmanced by loans of international institutions, Chinese-foreign jointly 
constructed projects, and Chinese invested construction projects. These data include: (1) the numbers of 
construction projects being constructed by the overseas construction enterprises; (2) the values of contracts of 
overseas construction enterprises and the percentage distribution; (3) the whole country-side values of 
construction project contracts and the percentage distribution; and (4) the relative ratio between the contract 
values undertaken by the overseas enterprises and the whole contract values in the country (National Bureau of 
StatisticaI2001b). 
Table 3: Distributions of construction contracts versus investment sources 
Investment Sources 
Overseas 




Overseas Investment 157 
Overseas Load 26 
Joint Investment 155 
Domestic Investment 45 
Total 383 
(Source: National Bureau a/Statistics 2001 b) 
Whole Enterprises 
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About 97% of the contract values of projects constructed by the overseas enterprises are fully or partially 
invested by the overseas sources although nearly 96% of construction investment is domestic in the Chinese 
construction market. Therefore, the market share ratio of overseas enterprises in terms of contract value is still 
very low in the Chinese construction market, which is just above one percent. 
CONSTRUCTION MARKET AFTER CHINA'S WTO ENTRY 
After long term negotiations with a number of countries in diverse fields, China entered the WTO in November 
2001. WTO entry sent a positive message to overseas construction enterprises about China's commitment to 
construction economics and market reforms. Various demands on the Chinese construction market from different 
countries during the negotiations caused the establishment of an agreement on how the Chinese construction 
market would vary to achieve the agreed demands written in the Report of the Working Party on the Accession 
of China (World Trade Organisation 2001). The Ministry of Construction in China will also issue a new 
document to replace the active qualification certificate to ensure the implementation of the agreement (Zhao 
2000). 
According to the active qualification certificate, there exist two ways for an overseas enterprise to undertake a 
construction project in China. An overseas construction enterprise may execute a construction project (1) on its 
original enterprise by establishing a representative office in China, which is called solely invested firm or wholly 
capital enterprise, or (2) through a joint venture fum, in which an overseas construction enterprise invests with at 
least one domestic enterprise. Table 4 compares several indicators for these two types of overseas construction 
enterprises in China from 1998 to 2000, including the number of construction enterprises, the number of 
employed persons, the gross output values, the floor area of buildings completed, and the floor area of buildings 
under construction. These indicators show that the number of solely invested construction enterprises is 
approximately one tenth that of the joint venture enterprises. 
Table 4: Indicators on Overseas Construction Enterprises (1998-2000) 
Joint Venture Enterprises Solely Funded Enterprises 
1998 1999 2000 1998 1999 2000 
Number of Construction 
Enterprise 869 895 848 97 110 106 
Number of Employed Persons 
(104) 13.33 16.44 11.76 1.06 1.09 0.86 
Turnover (l08 Yuan) 141.79 147.93 157.28 12.67 8.47 9.39 
Floor Area of Buildings 
Completed (l04 m2) 316.77 336.24 285.82 36.71 12.90 26.81 
Floor Area of Buildings under 
Construction (104 m2) 741.75 732.61 725.16 57.62 48.71 83.70 
(Source: National Bureau a/Statistics 2001a) 
In order to meet the requirements of agreement for China to enter the WTO, some changes related to these two 
types of overseas construction enterprises will potentially be carried out in the new official documents and 
implemented in the Chinese construction market soon. The Report of the Working Party on the Accession of 
China sates that within three years of China's accession to the WTO, namely before November 11 2004, wholly 
foreign-owned construction enterprises will be permitted to engage in construction and related engineering 
services. 
Wholly foreign-owned enterprises can only undertake the following four types of construction projects: (1) 
construction projects wholly fmanced by foreign investment and/or grants; (2) construction projects fmanced by 
loans of international fmancial institutions and awarded through international tendering according to the terms of 
loans; (3) Chinese-foreign jointly constructed projects with foreign investment equal to or more than 50 per cent; 
and Chinese-foreign jointly constructed projects with foreign investment less than 50 per cent but technically too 
difficult to be implemented by Chinese construction enterprises alone; and (4) Chinese invested construction 
projects which are difficult to be implemented by Chinese construction enterprises alone can be jointly 
undertaken by Chinese and foreign construction enterprises with the approval of provincial government. It 
should be noticed that because foreign capital construction enterprises will be permitted, representative offices of 
foreign enterprises should not engage in any profit-making activities according to the horizontal commitments in 
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the Report of the Working Party on the Accession of China although they are still permitted to be established 
after the China's WTO entry. 
The joint venture enterprise is considered as a better form for promoting the construction technologies and 
management, and therefore within three years of after China's accession to the WTO, the current limitations on 
both market access and national treatment will be lifted. These limitations are mainly in two areas: (1) the 
existing registered capital requirements for joint venture construction enterprises are slightly different from those 
of the domestic enterprises; and (2) joint venture construction enterprises have the obligation to undertake 
foreign-invested construction projects. 
Understanding these changes in the future Chinese construction market will be helpful for an overseas 
construction enterprise to acquire and complete a construction project contract. To change the current 
qualification certificates will help foreign contractors bring their advances in technology, management, and 
funding in large construction projects of infrastructure facilities and public works, s~ch as the projects purposely 
constructed for the 2008 Beijing Olympic Games and the 2010 Shanghai Expo. As a result, the competition on 
the Chinese construction market will probably become fiercer over the intervening period. All construction 
enterprises have to make a continuing effort to improve their productivities and avoid a loss of market share. 
CONCLUSIONS 
Globalisation of the Chinese construction market is about to restructure the Chinese construction industry and 
the currently involved domestic and international construction enterprises. This paper has analysed the 
development of construction economics and institutional regulations in the construction market, particularly the 
potential changes driven by the WTO entry so as to provide a comprehensive image of the Chinese construction 
sector in the global environment. The following conclusions can be stated from this research: 
• The Chinese construction sector has an important place in the progress of national economic development. 
However, unlike some developing countries, the GDP percentage contributed from the construction industry 
in China is rather low and the highest percentage is only 6.7%. 
• The Chinese construction market has a big demand for buildings and civil infrastructures. A high percentage 
96% of construction investment is domestic. Also, 97% of the contract values of construction projects of the 
overseas enterprises are fully or partially invested by the overseas enterprises. The market share ratio of 
overseas enterprises in terms of contract value is just higher than 1 %. 
• With China's WTO entry, the limitations on market access and national treatment for overseas construction 
enterprises will gradually be lifted. Within three years after China's entry into the WTO, all limitations for 
joint venture construction enterprises will be cancelled. It can be concluded that the entry into the WTO will 
bring about a revolution in the construction sector in various aspects. 
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